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Summary of Legisation: This bill includes services for the treatment of substance abuse and chemical
dependency under the coverage of servicesfor mental illnessthat must have similar treatment limitations or
financial requirements (parity) as other medical conditions. Therefore, the bill requires that (1) the state
employeehealth plans; (2) the Children’ sHealth Insurance Program (CHIP); (3) group or individual accident
and sickness insurance policies or agreements; and (4) group or individual contracts with HMO'’ s provide
for parity of coverage for substance abuse and chemical dependency treatment, if mental health benefitsare
offered as part of the insurance coverage. (The introduced version of this bill was prepared by the Indiana
Commission on Mental Health.)

Effective Date: July 1, 2001.

Explanation of State Expenditures:

Fiscal Impact: Theprovisionrequiring the state health plansto providefor parity of coveragefor substance
abuse and chemical dependency treatment potentially could increase the premium cost incurred by the state
in providing health insurance benefits to state employees. Research suggests that parity requirements lead
to an estimated 0.3% increase in premiums of Preferred Provider Organizations (PPO) and traditional
indemnity plansand an estimated 0.04% increasein premiumsof Health M aintenance Organi zations(HM O).
Based on this research, the estimated annual cost to the state as aresult of the bill would be approximately
$225,000 in FY 2002 and $241,000 in FY 2003. Potentially, however, the impact of the parity requirement
for the state health plans could belessthan what is estimated by researchers. The state health plans currently
provide coverage for substance abuse treatment that isin some cases superior to the baseline coverage that
was employed by researchersin estimating theimpact of achange fromthat baseline coverageto acondition
of parity with coverage for other illness.

The provision requiring the Children's Health Insurance Program (CHIP) to provide for parity of coverage
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for substance abuse and chemical dependency treatment would have no cost impact. According tothe Family
and Social Services Administration (FSSA), the CHIP program aready provides for parity in the coverage
of these treatments.

Background: Presently, there are seven health plansavail ablefor state empl oyees. One of these health plans
isatraditional indemnity plan and the remainder are HM O’ s. While the state health plans generally provide
some coveragefor substance abuse and chemical dependency treatment, it appearsthat they generally do not
provide for parity in coverage for such treatment with treatment of other illnesses. The parity requirement
of the bill could, as aresult, have an impact on future costs faced by health plans providing health benefits
to state employees. These additional costs would presumably be passed through to the state and state
employees via higher premiums and enrolment fees.

Research by the U. S. Substance Abuse and Mental Health Services Administration (SAMHSA) suggests
that requiring health plans to provide for parity in coverage for substance abuse treatment will lead to an
estimated 0.3% increase in premiums of Preferred Provider Organizations (PPO) and traditional indemnity
plansand an estimated 0.04% increasein premiums of Health Mai ntenance Organizations (HMO). Theprice
effects estimated by (SAMHSA) were based on the following benefit changes:(1) For inpatient hospital
treatment of substance abuse, a change from the baseline benefits of up to 30 covered days and 20%
coinsurance to full parity benefits of unlimited covered days and 20% coinsurance; and (2) for outpatient
treatment of substance abuse, a change from the baseline benefits of up to 20 treatment visits and 50%
coinsuranceto full parity benefits of unlimited treatment visits and 20% coinsurance. It isimportant to note
that the estimated price effects of the research may overstate theimpact that the parity requirement in the bill
will have on the costs of the state empl oyee health plans. A review of the substance abuse treatment benefits
of the state health plansreveal sthat some of the plans currently exceed the baselines used in the research for
covered treatment days, covered treatment visits, and/or coinsurance levels.

The total costs of the state health plans without the substance abuse treatment parity requirement are
estimated to be as follows: For the traditional indemnity plan, $55.86 M in FY 2002 and $59.38 M in FY
2003; and for the HMO's, $187.57 M in FY 2002 and $199.39 M in FY 2003. These estimates are based on
November 2000 enrollment level sfor each state health plan and the CY 2001 premium levelsfor each health
plan. The estimates assume that enrollment during FY 2002 and FY 2003 will remain the same in terms of
thetotal count of enrollees and the distribution of enrollees among the plans. Aswell, the estimates assume
a3.15% inflation rate in plan costs from January 1, 2001, to July 1, 2001; and a 6.3% inflation rate in plan
costs from FY 2002 to FY 2003. The average annual inflation rate for medical care servicessince 1990 is
equal to 6.3%.

With the substance abuse treatment parity requirement, total premium costs for the state health plans are
estimated to increase by $240,323 in FY 2002 and $257,899 in FY 2003. This assumes the price effects
estimated by SAMHSA will occur in full. By agreement with the state employees, the state agrees to pay
93.5% of any increase in the total premiums for both single and family coverage during the life of the
agreement. Employeeswill pick up the remaining 6.5% of any increase. Consequently, the state share of the
increase in premium cost is estimated to be $224,702 in FY 2002 and $241,135in FY 2003.

Explanation of State Revenues:

Explanation of L ocal Expenditures: Similar to the state, increased premiums and enrollment fees may
result in additional costs to local governments and school corporations purchasing health benefits from
insurance companies and HMOs for their employee health benefit plans, if those health plans provide
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coverage for mental health benefits. (This bill does not require the provision of mental health coverage.)

The estimated impact on premium costs ranges from 0.04% for premiums of HMOs to 0.3% for PPOs and
traditional indemnity plans. However, this may not necessarily imply additional budgetary outlays since
employer responsestoincreased health benefit costs may include: (1) greater employeecost sharinginhealth
benefits; (2) reduction or elimination of health benefits; (3) reduction in the size of the workforce eligible
for health benefits; and (4) passing costs onto workers in the form of lower wage increases than would
otherwise occur.

Explanation of L ocal Revenues:

State Agencies Affected: All.

L ocal Agencies Affected: Local Governments and School Corporations.

I nformation Sources. The Costs and Effects of Parity for Mental Health and Substance Abuse |nsurance
Benefits, Substance Abuse and Mental Health Services Administration, U.S. Department of Health and
Human Services, March 1998. Keith Beesley, State Department of Personnel, 233-9342.
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